Exhibit D: Financial Information

The financial qualifications of Broadwing te provide local exchange services are
already a matter of Commission record.” As detailed in the Restructuring notification
filed concurrently with this Application, the merger of Corvis and Focal resulted in
Broadwing and Focal Communications Corporation of Illinois (“Focal-IL”) having the
same ultimate parent company, Corvis.

The proposed Restructuring does not diminish Corvis’ or Broadwing’s financial
qualifications to provide service. Instead, the proposed Restructuring would result in
greater operating efficiencies and therefore enhance Corvis’ financial qualifications.
Corvis is a publicly traded company with a market capitalization of approximately one
billion and cash reserves of over five hundred million. Attached please find the financial

statements of Corvis.

WDC 353353v1

1/

In re C Il Communications Operations, LLC — Application for a Certificate of
Interexchange Authority to Operate as a Facilities-Based Carrier of Telecommunications
Services throughout the State of Illinois, No. 03-0206 (granted May 21, 2003). Broadwing was
originally named C III Communications Operations, LL.C. The name was later changed to
Broadwing Communications, LLC. This Commission recognized the name change on July 3,
2003.
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WASHINGTON, D.C. 20549

FORM 10-Q
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OF THE SECURITIES EXCHANGE ACT OF 1934
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PART I—FINANCIAL INFORMATION
Ttem 1. Financial Statements.
CORYVIS CORPORATION AI’\H) SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands, except share and per share amounts}

December 14, March 34,
2003 2004
ASSETS {usaudited)
Current assets:
Cash and cash equivalents $ 256490 § 447,803
Short-term investments 27,135 32,469
Trade accounts recejvable, net 57,385 53,437
Inventory, net 712 497
Other current assets 17,817 22,135
Total current assets . 359,599 556,341
" Restricted cash, non-current 7,033 8,520
. Long-term investments 13,197 16,823
Property and egquipment, net 116,588 110,689
Intangible assets, net 24,883 23,843
“Other non-current assets, net 7,315 8,890
Total assets $ 528615 $ 725,106
LIABILITIES AND STOCKHOT DERS® EQUITY
Current liabilities: '
Notes payable, net of discounts, and capital lease obligations, current portion $ 610 $ 75,659
Accounts payable 21,791 23,222
Accrued communication service costs 30,560 25,855
- Accrued expenses and other liabilities 31,4062 32,930
Deferred revenue 13,087 12,947
Accrued restructuring and other charges 8,488 4,687
Total current liabilities . 105,998 175,300
Noncurrent liabilities:
Notes payable, net of discounts, and capital lease obligations, net of current portion- 2,500 121,645
Deferred revenue ' 17,684 ©17,.279
Otherlong-term liabilities : 4,764 5,851
Total liabilities 130,946 320,075
- Commitments and contingencies
‘Stockholders’ equity:
Common stock—$0.01 par value; 1,900,000,000 shares authorized;
493,276,234 shares issued and 480,994,434 shares outstanding as
of December 31, 2003; 497,581,883 shares issued and
485,300,083 shares outstanding as of March 31, 2004 4,927 4,971
Additional paid-in capital 2,923,403 2,964 610
Treasury Stock, 12,281,800 shares, at cost (9,512} (9.512)
Accumulated other comprehensive income:
Unrealized investment gains . 9 35
Accumnlated deficit {2,521,158) (2,555,073)
Total stockholders’ equity _ 397,669 405,031
http://www.sec.gov/Archives/edgar/data/1060490/000119312504083415/d10q.htm 8/4/2004
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Total liabilities and stockholders’ equity § 528,615 $§ 725,106

See accompanying notes to unaudited condensed consolidated financial statements.
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CORVIS CORPORATION AND SUBSIDIARIES
UNAUDITED CONDPENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share amounts}
Three Months Ended
March 239, March 31,
2003 2004
Revenue:
Communication services § —  $141,679
Equipment 1,517 5,108
“Total revenue 1,517 146,787
Operating expenses:

Cost of revenue:
Communication services {excluding depreciation and amortization}
Equipment

Total cost of revenue

Research and development, excluding equity -based expense
Sales, general and administrative expense, excluding equity-based expense
Depreciation
Amortization
Equity-based expense:
Research and development
Sales, general and administrative
Restructuring and other charges

Total operating expenses
Operating loss
Interest expense

Other income and expense, net

Net loss

Other comprehensive income (loss):
Foreign currency translation adjustment
Unrealized investment gains (losses)

Comprehensive loss
Basic and diluted net loss per common share

‘Weighted average number of common shares outstanding
See accompanying notes to unaudited condensed consolidated financial statements.
4
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— 97,750
1,161 1,150

1,161 938,500

20,013 5,587
11,628 56,993
6,590 9,086

1,784 1,040
3,354 1,708
2,027 2,683
3,784 194

50,341 176,191

(48,824)  (29,404)
(143) (7.410)
1,937 -2,899

$(47,030) $(33,915)

(135) —
(38) 26

$(47,203) $(33,889)

$ (o.fzj $ (0.07)

402,463 484,162
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CORYVIS CORPORATION AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)
Three Months Ended
March 22, March 31,
2003 2004
Cash flows from operating activities:
Net loss $(47,030)  §(33,515)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 9,198 10,126
Equity -based expense 5,381 4,391
Deferred financing and original issne discount amortization — 2,650
Restructuring and other charges 278 264
Changes in operating assets and liabilities:
Decrease in accounts receivable 1,445 3,948
Increase in inventory, net (3.893) (262)
Decrease (increase) in other agsets 858 1,357
Decrease in accounts payable, accrued expenses
and other (16,133) (5,186)
Net cash used in operating aclivities (49.896)  (16,587)
Cash flows from investing activities:
Purchase of property and equipment {235) (3,171)
Proceeds from the sale of property and equipment — 627
Purchases and sale of investments, net ] 1,852 (8,933)
Net cash provided by (used in) investing activities 1,617 {11,477)
Cash flows from financing activities:
Proceeds from notes payable and associated warrants — 217,750
Repayments of notes payable and capital lease obligations {1,283) (224)
Decrease in deposits and other non-current asgets — (1,487)
Purchase of treasury stock (5,107 —
Proceeds from the issuance of stock 567 3,338
Net cash provided by (used in) financing activities (5,823) 219377
Effect of exchange rate changes on cash and cash
equivalents 129 —
- Net increase (decrease) in cash and cash equivalents (53,973) 191,313
"Cash and cash equivalents—beginning 457,833 256,490
‘Cash and cash equivalents—ending $403.860  $447,803
—
Supplemental disclosure of cash flow information:
Interest paid b 81 § 2,857
L} |
See accompanying notes to unaudited condensed consolidated financial statements.
5
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CORVIS CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(1) Summary of Significant Acconnting Policies and Practices

(@} Nature of Business and Basis of Presentation

Corvis Corporation and subsidiaries (the “Company™) operates two divisions within the communications industry, a communications
services division and a communications equipment division.

The communications services division of Corvis Corporation operates under Broadwing Communications, LLC (“Broadwing”).
Broadwing is based in Austin, Texas and is a provider of data and Internet, broadband transport, and voice communications services throughout
the United States. Broadwing is the result of a June 13, 2003 transaction in which Corvis Corporation acquired most of the assets and certain of
the liabilities of Broadwing Communication Services, Inc., which had been one of the Company’ s largest equipment customers. Excluding
post-acquisition intercompany sales, Broadwing represented §1%, 43% and 12% of our total equipment revenue in 2001, 2002 and 2003,

respectively.

The communications equipment division designs, manufactures and markets transmission, switching and network management
equipment to communications carriers and the U.8. Federal Government.

The unaudited condensed consolidafed financial statements included herein for Corvis Corporation and subsidiaries have been prepared
by the Company, without audit, pursnant to the rules and regulations of the Securities and Exchange Commission. In the opinion of
management, the condensed consolidated financial statements included in this report reflect all normal recurring adjustments which the
Company considers necessary for the fair presentation of the results of operations for the interim periods. Certain information and footnote
disclosures normally included in the annual consolidated financial statements prepared in accordance with accounting principles generally
accepted in the United States of America have been condensed or omifted pursnant to such rules and regulations. However, the Company
believes that the disclosures are adequate to understand the information presented. The operating results for interim periods are not necessarily
indicative of the operating resulis for the entire year.

These financial statements should be read in conjunction with the Company’s December 31, 2003 andited consclidated financial
statements and notes thereto included in the Company’s Annual Report on Form 10-K/A filed on March 23, 2004 with the Securities and
Exchange Commission. ‘

(B) Communication Service Revenue and Cost of Revenue

Data transport service and other dedicated services are generally billed monthly in advance, with revenue being recognized when earned.
Revenues from long-term arrangements are recognized ratably over the contract term. Switched voice and data are billed monthly in arrears,
while the revenue is recognized as the services are provided. Service activation revenue is deferred and recognized over the appropriate
customer life for the associated service.

Indefeasible right-of-use (“IRU™) agreements represent the lease of network capacity or dark fiber and are recorded as deferred revenue at
the earlier of the acceptance of the applicable portion of the network by the customer or the receipt of cash. The buyer of IRU services typically
pays cash upon execution of the contract, and the associated IRU revenue is then recognized over the life of the

6
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agreement as the services are provided, beginning on the date of customer acceptance. In the event the buyer of an IRU terminates a contract
prior to the contract expiration and releases the Company from the obligation to provide future services, the remaining unamortized deferred
revenue is recognized in the period in which the contract is terminated. At the date of acquisition, the Company recorded the deferred revenue
associated with 1RUs at its fair value, which was substantially less than its historical book value, As a result, revenues from IRUs are
significantly less than those previously reported by Broadwing Communications Services, Inc. IRU revenue in the three months ended March
31, 2004 comprised approximately 3% of total communications services revenue.,

Communications services cost of revenue primarily reflects access charges paid to local exchange carriers and other providers and
transmission lease payments to other carriers. Communications services cost of revenne excludes depreciation expense.

{c) Equipment and Related Services Revenue and Cost of Revenue

Revenue from equipment sales is recognized ipon execution of a contract and the completion of all delivery obligations provided that
there are no uncertainties regarding customer acceptance and collectibilify is deemed probable. 1f nncertainties exist, revenue is recognized
when such uncertainties are resolved.

Revenue from equipment installation services is recognized as the services are performed unless the terms of the supply coniract combine
product acceptance with installation, in which case revenues for installation services are recognized when the terms of acceptance are satisfied
and instaliation is completed. To the exfent customer contracts include both produnct sales and installation services, revenues are recognized
based on their respective fair values. Revenues from annual maintenance agreements are recognized on a straight -line basis over the service
period.

Costs of equipment revenue include the costs of manufacturing the Company’s products, delivering services and other costs associated
with warranty and other contractual obligations, inventory obsolescence costs and overhead related to the Company’s manufactoring,
engineering, finishing and installation operations. Warranty reserves are determined based upon actual warranty cost experience, estimates of
component failure rates and management’s industry experience.

(@) Stock Options and Warrants

The Company applies the intrinsic-value -based method of accounting prescribed by Accounting Principals Board (APB) Opinion No. 25,
“Accounting for Stock Issued to Employees,” and related interpretations including Financial Accounting Standards Board (FASB) Interpretation
No. 44, “Accounting for Certain Transactions involving Stock Compensation, an interpretation of APB QOpinion No. 25,” issued in March 2000,
to account for its stock options. Under this method, compensation expense is recorded on the date of grant only if the current market price of
the underlying stock exceeded the exercise price. Statement of Financial Accounting Standards (SFAS) No. 123, “decounting for Stock-Based
~Compensation,” established accounting and disclosure requirements using a fair-value -based method of accounting for stock-based employee
compensation plans. As allowed by SFAS No. 123, the Company has elected to continue to apply the intrinsic-value -based method of
accounting described above, and has adopted only the disclosure requirements of SFAS No. 123. The following table

7
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illustrates the effect on net income if the fair-value-based method had been applied to all outstanding and unvested awards in each period (in
thousands, except per share data).

Three Months Ended

March 29, March 31,

2003 2004
Net loss $(47,030) 3(33,915)
Deduct total stock-based employee compensation expense determined under fair-value -based method for all
awards, net of tax (19,122) (16,699)
Add stock-based employee compensation expense included in reported net income, net of tax 5,381 4,391
Pro forma net loss (60,771) (46,223)
Pro forma basic and diluted net loss per share $ (0.15) 3 (0.10)

e} Uses of Estimates

The preparation of consolidated financial statements in conformity with accounting principles generally accepted in the United States of
America requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure of
contingent assets and liabilities at the date of the consolidated financial statements, and the reported amounts of revenues and expenses duting
the reporting period. Actual results could differ from those estimates.

(2) Focal Acquisition

In February 2004, the Company signed an agreement to acquire Focal Communications Corporation (“Focal™), a Chicago-based
-competitive local exchange carrier that provides voice and data solutions to enterprises, carriers and resellers for a total consideration of $210
million, which will be comprised of approximately $101 million in Corvis common stock to be issued to Focal’s equity holders and the
assumption of approximately $109 million of Focal’s existing debt and other long -term capital lease obligations of which, approximately $89
million will be due upon demand at closing. The number of shares of Corvis common stock to be issued will be determined based on the
- average closing price for the 20 day period ending three days before closing not to exceed a range between $1.27 and $2.94. The Company
expects the Focal acquisition to close in mid -2004 dependent on the approval of certain state regulatory agencies. In connection with our
agreement to purchase Focal, if we do not have a registration statement filed by July 1, 2004 or an effective registration statement by
September 15, 2004, we are obligated, at the investor’s election, to close with cash instead of shares of our common stock.

(3} Inventory

Inventories are comprised of the following (in thousands):

December 31,2003 March 31, 2004
Raw materials 3 ‘157,462 ¥ 156,931
“Work-in-process 171 : 113
Finished goods 56,179 54,159
213,812 211,203
Less reserve for excess inventory and obsolescence (213,040) (210,706)
Inventory, net $ 772§ 497
—— —————
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{4) Basic and Diluted Net Loss Per Share
Basic and diluted net loss per share are computed as follows (in thousands, except per share data):

Three Months Ended

March 29, 2003 March 31, 2004

Net loss : $ (47,030 § (33,9195)
Basic and diluted weighted average shares 402,463 484,162
Basic and diluted net loss per share 3 (012) 3% (0.07)

. Onptions and warrants outstanding as of March 31, 2004 to purchase 43,020,589 and 40,411,890 shares of common stock, respectively,
and 38,946 unvested shares acquired through the exercise of options were not iticluded in the computation of diluted loss per share for the three
month pericd ended March 31, 2004 as their inclusion wonld have been anti-dilutive.

Options and warrants outstanding as of March 29, 2003 to purchase 55,499,181 and 7,593,720 shares of common stock, respectively, and
499,514 unvested shares acquired through the exercise of options were not included in the computation of diluted loss per share for the three
month period ended March 29, 2003 as their inclusion would have been anti-dilutive.

{5) Legal Matters

In July 2000, Ciena Corporation (“Ciena”) informed the Company of its belief that there is significant correspondence between products
that the Company offers and several U.S. patents held by Ciena relating to optical networking systems and related dense wavelength division
multiplexing (“WDM™) commumications systems technologies. In general, the technologies at issue involve how some of the Company’s
equipment is used to transmit and receive communications signals between two points in the network. On July 19, 2000, Ciena filed a lawsnit
in the United States District Court for the District of Delaware alleging that the Company is willfully infringing three of Ciena’s patents
relating to dense wavelength division multiplexing communication technologies. Ciena is seeking injunctive relief, monetary damages
including treble damages, as well as costs of the lawsuit, including attorneys’ fees. On September 8, 2000, the Company filed an answer to the
complaint, as well as connter-claims alleging, among other things, invalidity and/or unenforceability of the three patents in question. On March
3, 2001, 2 motion was granted allowing Ciena to amend its complaint to include allegations that the Company is willfully infringing two
additional patents. One patent was dropped from the litigation by agreement of the parties prior to trial. In trials held in February 2003, Corvis’
all-optical networking products were found by a jury not to infringe two of Ciena’s WDM patents. The jury did not reach a verdict on a third
Ciena WDM patent, which is related to the two non -infringed WDM patents. Corvis® OC-192 inverse multiplexing transceiver praduct, which
_ can generally be described as a device that separates higher speed signals into lower speed signals for transmission and then recombines the
lower speed signals after transmission that can be used along with its all-optical networking products was found by the jury to infringe a Ciena
patent on bit rate transparent devices. In an April 2003 retrial, the manner in which certain Corvis OC-48 transmitters and receivers convert the
signals from optical form to an electronic form and back again, in a WDM sysiem was found by a jury to infringe the patent, upon which a jury
verdict was not reached in the February 2003 trial. The jmy verdicts to date are interim verdicts, and additional trial court proceedings remain
before a decision is made by the court and judgment is entered. In May 2003, Corvis filed a motion to certify the record for interlocutory appeal
to the U.S. Court of Appeals for the Federal Circnit and Ciena filed motions for entry of judgment and for a permanent injunction, all of which
.are pending. In February 2004, the Company’s motion requesting a jury trial on a pending infringement issue was denied and the Company
filed a Writ of Mandamus with the U.S. Court of Appeals for the Federal Circuit requesting that a retrial be ordered. The Federal Circnit denied
the Writ, finding that the issues can be addressed later on appeal, if still necessary, after a final judgment has been entered by the District Court.

9
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The Company has designed its products in an effort io respect the inteliectual property rights of cthers. The Company intends to continue
to defend itself vigorously against these claims and purstie post-trial relief and appellate review of the trial proceedings, as necessary. While the
Company believes that it will ultimately prevail in this litigation, there can be no assurance that the Company will be successful in the defense
of the litigation.

The Company may congider settlement due to the costs and uncertainties associated with litigation in general, and patent infringement
litigation in particular, and due to the fact that an adverse determination in the litigation could preclude the Company from producing some of
its products until it was able to implement a non -infringing alternative design to any portion of the Company ’s products to which such a
determination applied. Even if the Company considers settlement, there can be no assurance that it will be able to reach a settlement with
Ciena.

A final adverse determination in, or settlement of, the Ciena litigation could involve the payment of significant amounts by the Company,
or could include terins in addition to payments, such as an injunction preventing the sale of infringing products and/or a redesign of some of the
Company’s products, which could have a material adverse effect on the Company s business, financial condition and results of operations.
While management believes that the Company will ultimately prevail, the Company cannot be certain that the interim jury verdicts of
infringement will be overturned, or that infringement of other patents in the suit will not be found in later legal proceedings. The Company
expects that Ciena will attemnpt to use the interim jury verdicts and the possibility of an injunction to disrupt the Company ’s sales efforts and
customer relationsbips. To the extent it is necessary, a trial to determine damages will be held following any appeals. Such appeals can take up
to a year or more before final determination.

Between May 7, 2001 and June 15, 2001, nine class action lawsuits were filed in the United States District Court for the Southern District
of New York relating to the Company’s IPO on behalf of all persons who purchased Company stock between July 28, 2000 and the filing of
the complaints. BEach of the complaints named as defendants: the Company, its directors and officers who signed the registration statement in
connection with the Company’ s IPO, and certain of the underwriters that participated in the Company *s IPO. The Company’s directors and
officers have since been dismissed from the case, without prejudice. The complaints aliege that the registration statement and prospectus
relating to the Company’s IPO contained material misrepresentations and/or omissions in that those documents did not disclose (1) that certain
of the underwriters had solicited and received undisclosed fees and commissions and other economic benefits from some investors in
connection with the distribution of the Company’s common stock in the IPO and (2) that certain of the underwriters had entered into
arrangements with some investors that were designed to distort and/or inflate the market price for the Company's common stock in the
aftermarket following the IPO. The complaints ask the court to award to members of the class the right to rescind their purchases of Corvis
common stock (or to be awarded rescissory damages if the class member has sold its Corvis stock) and pre-judgment and post-judgment
interest, reasonable attorneys’ and experts witness’ fees and other costs.

By order dated October 12, 2001, the court appointed an executive committee of six plaintiffs’ law firms to coordinate their claims and
function as lead counsel. Lead plaintiffs have been appointed in almost all of the IPO allocation actions including the Corvis action. On April
19,2002, plaintiffs filed amended complaints in each of the IPO allocation actions, including the Corvis action. On February 19, 2003, the
issuer defendants’ motion to dismiss was granted with regard to certain claims and denied with regard to certain other claims. As to the
Company, the Section 10(b) and Rule 10b-5 claims, alleging that the Company participated in a scheme to defraud investors by artificially
driving up the price of the securities, were dismissed with prejudice, but the Section 11 claims, alleging that the registration statement
contained a material misstatement of, or omitted, a material fact at the timie it became effective, survived the motion to dismiss. On June 26,
2003, the plaintiffs’ executive commitiee announced a proposed settlement between plaintiffs, on the one hand, and the issuer defendants and
their respective officer and director defendants, including the Company and its named officers and directors, on the other.

10
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A memorandum of understanding to settle plaintiffs’ claims against the issuers and their directors and officers has been approved by each of the
309 issuer defendants, including the Company. The settlement agreement is currently being prepared by the parties but has not yet been entered
into. The proposed settlement is also subject to approval by the district court. The principal components of the proposed seftlement include (i) a
release of all of plaintiffs’ claims against the issuer defendants and their officers and directors which have, or could have, been asserted in this
litigation arising out of the conduct alleged in the amended complaints to be wrongful, (ii) the assignment by the issuers to the plaintiffs of
certain potential claims against the underwriter defendants and the agreement by the issuers not to assert certain elaims against the underwriter
defendants, and (iii) an undertaking by the insurers of the issuer defendants to pay to plaintiffs the difference (the Recovery Deficit) between $1
billion and any lesser amount recovered from the underwriter defendants in this litigation. If recoveries in excess of $1 billion are obtained by
plaintiffs from the underwriters, the insurers of the seftling issuer defendants will owe no mougey to the plaintiffs. The proposed settlement does
not resolve plaintiffs’ claims against the underwriter defendants. While it is possible that the underwriter defendants and the plaintiffs may
settle their claims eventually, pre -trial activity continues, including the selection by the plaintiffs of five issuer test cases on which to determine
certain class certification matters. The Company has been selected as one of the five issner test cases for that matter. However per the terms of
the proposed seftlement, the Company does not anticipate that its continued involvement as a test case, regarding this matter or any other, will
result in any additional liability for the Company. The Company cannot be certain that it will not be subject to additional claims in the future,
including claims brought by the underwriter defendants still involved in the litigation.

The Denver, Colorado regional office of the SEC is conducting two investigations titled In the Matter of Qwest Communications
International, Inc. and In the Matier of Issuers Related to Qwest. The Company believes the first of these investigations does not involve any
allegation of wrongful conduct on the part of Corvis. In connection with the second investigation, the SEC is examining various transactions
and business relationships involving Qwest and eleven companies having a vendor relationship with Qwest, including Corvis. This
investigation, insofar as it relates to Corvis, appears to focus penerally on whether Corvis® transactions and relationships with Qwest and its
employees were appropriately disclosed in Corvis® public filings and other public statements.

The United States Attorney in Denver is conducting an investigation involving Qwest, including Qwest's relationships with certain of its
vendors, including Corvis. In connection with that investigatiorn, the U.S. Attorney has sought documents and imformation from Corvis and has
sought interviews from persons associated or formerly associated with Corvis, including certain Corvis officers. The U.S. Attorney has
mdicated that, while aspects of its investigation are in an early stage, neither Corvis nor any of its current or former officers or employees is a
target or a subject of the investigation. )

Corvis is cooperating fully with these investigations. Corvis is not able, at this time, to say when the SEC and/or U.S. Attorney
investigations will be completed and resolved, or what the ultimate outcome with respect to the Company will be. These investigations could
result in substantial legal costs and a diversion of management 's attention that may have a material adverse effect on our business, financial
condition and results of operations.

The Company and its subsidiaries from time to time are also subject to pending and threatened legal action and proceedings arising in the
ordinary course of business. Management believes that the outcome of such actions and proceedings will not have a material adverse effect on
.the Company’s business, financial condition or results of operations.

- {(6) Concentrations

Substantially all of the Company’s cash and cash equivalents are held at three major U.S. financial institutions. Deposits held with banks
exceed the amount of insurance provided on such
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deposits. Generally, these deposits may be redeemed upon demand and, therefore, in the opinion of management, bear minimal risk.

The Company’s communications services division may be subject to credit risk due to concentrations of receivables from companies that
are communications providers, [nternet service providers and cable television companies. The Company performs ongoing credit evaluations of
customers” financial condition and typically does not require significant collateral. Revenue from Broadwing’s ten largest customers accounted
for approximately 22% of total revenue for the quarter ended March 31, 2004. Revenue from communications carriers accounted for 39% of
total revenue for the quarter ended March 31, 2004.

(D Restructuring and Other Charges

Starting in 2001 and continuing in 2004, Corvis developed and implemented restructuring initiatives designed to reduce operating
expenses and to address reductions in equipment sales. In addition, the Company is continually evaluating the recoverability of its inventory
and long-lived assets in light of these initiatives and the projected economic and operating environment. As a result, the Company has recorded
the following charges (in thousands):

Three Months Ended
March 29, 2003 March 31,2004
- Equipment cost of sales charges — inventory-write downs and other $ — $ 193
Restructuring, impairment and other charges:
Work force reductions ) 3,049 —
Facilities consolidation and other charges 735 194
Total restructuring, impairment and other charges 3,784 194
- Total restructuring and related charges ' $ 3,784 $ 387

The following table displays the activity and balances of the restructuring reserve account for the three months ended March 31, 2004 (in
‘thousands): ' '

. Restructuring and
Caost of Revenne Other Charges
Workforce
Inventory and Facility
Write-downs Consolidation Total
Balance as of December 31, 2003 $ 2,534 $ 5954  $ 8,488
_Restructuring and other charges 193 194 387
. Cash payments (2,160) (1,467) (3,627)
. Accretion of interest — 13 13
. Non-cash charges (237) (301) (538)
Foreign currency exchange impact — (36) (36)
Balance at March 31, 2004 5 330 $ 4,357  § 4,687

12
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(8} Warranty and Indemnification

The Company provides prodnct warranties to its customers associated with its product sales. The Company records estimated warranty
costs in the period in which the related products are accepted. The warranty liability recorded at each balance sheet date is based on historical
experience of component failures and management’s industry experience and is included in other current liabilities on the unaudited condensed
consolidated balance sheet, The changes in the carrying amount of warranty liabilities for the three months ended March 31, 2004, were as
follows (in thousands):

December 31, March 31,
2003 Accruals Usage 004
Warranty Liabilities 5 1,379 5 — §125 § 1,254

The Company indemnifies its customers against any damages resulting from claims of patent, copyright or trademark infringement
associated with its products. It is not possible to estimate the maximum liability due to the uncertaintics involved with this indemnification.

{9) Note Issuance

On February 19, 2004, the Company borrowed $225 million under an unsecured convertible notes in a private placement to institutional
investors. The maturity date of the loans are February 20, 2006. Borrowings under the loans accrue interest at a stated rate of 5% payable
quarterly, while principal is scheduled for repayment in seven equal quarterly instaliments commencing on August 19, 2004, Provided certain
conditions are met and at the election of the Company, principal and interest are payable in either cash or stock at a conversion price of 95% of
the average stock price for the 20 days preceding conversion. Provided certain conditions are met, the notes can be prepaid in cash at any time
at a premium of 103% if the Company ’s common stock is ttading at or above $1.35.

In conjunction with the notes, the Company issued warrants to purchase 27,328,378 shares of common stock. The warrants are
immediately exercisable, have a strike price of $2.37 per share, and have a three-year life. The warrants were valued at $33.2 million and were

recorded as original issue discount. Amortization of original issuance discount and debt issuance costs results in an effective interest rate of
22%.

The Company may convert or redeem the notes at any time provided that certain conditions are met including that the stock price exceeds
$1.35. Under certain conditions, the Company *s election to convert may require the issuance of additional warrants. The holders may convert at
any time.

Under certain conditions, the holders can participate in subsequent rights offerings. Unpaid principal is redeemable by the holders at
115% upon a change of control. Under the terms of the notes, the Company may incur indebtedness of up to $100 million, subject to certain
limitations. .

The Company hasthe option, beginning nine months after closing, to canse the investors to subscribe to the placement of up to an
additional $75 millicn in senior unsecured convertible notes having a final maturity date of two years after their issuance and otherwise having
similar terms as the initial senior unsecured convertible notes. The holders may demand the additional piacement of up to an additional $75
million in senior unsecured convertible notes if the average stock price exceeds $4.74 for ten trading days.

(10) Segment Reporting

The Company has two business segments: communications equipment and communications services. The communications equipment
segment designs, manufactures and sells high performance all-optical and electrical/optical communications systems. The communications
services segment provides data and voice communications services through Broadwing Communications, LLC. Communications services
revenues are generated by broadband transport through private line and IRU agreements, Internet services utilizing technology based on
Internet protocol (“IP™), and switched voice services provided to both wholesale and retail customers. The Company evaluates segment
performance and allocates resources based on several factors, of which net revenues and net loss are the primary financial measures. The
accounting policies of the segments are the same as those described in footnote (1) to the condensed consolidated financial statements. Segment
resuits are as follows (in thousands):

Three Months Ending

March 29,2003 March 31,2004

Revenue:
Commuzications services $ — $ 141,679
Equipment sales 1,517 5,108
. Total $ 1,517 § 146,787
http:/fwww.sec.gov/Archives/edgar/data/1060490/000119312504083415/d10q.htm 8/4/2004
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Net loss:
Comununications services — (10,647)
Equipment (47,030} (23,268)
Total . $  (47,03008 (33,915)
Long-lived assets:
Communications services 5 — & 99,625
Equipment . 116,588 11,064
Total $ 116,588 $§ 110,689
13
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{11) Related Party Transactions

The Company has entered into various fransition services agreements with Cincinnati Bell, a 3% owner of Broadwing Communications,
LLC, in which each party performs services on behalf of the other including certain billing, sales agency, carrier services, collection, and
administrative services.

Cincinnati Bell represented $9.1 million or 6% of telecommunications services revenue for the three months ended March 31, 2004.

At March 31, 2004, amounts due between the parties were as follows (in thousands):

Amounts due from Cincinnati Bell $6,401
L3
Amounts due to Cincinnati Bell $2,176

{12) Recent Accounting Pronouncements

In January 2003, the FASB issued Interpretation No. 46 (“FIN 46%), Consolidation of Variable Interest Entities. FIN 46 requires the
primary beneficiary of a variable interest entity to consolidate that entity. The primary beneficiary of a variable interest entity is the party that
absorbs a majority of the variable interest entity’s expected losses, receives a majority of the entity’s expected residual returns, or both, as a
result of ownership, contractual or other financial interests in the entity. Prior to the issuance of FIN 46, an enterprise generalty consolidated an
entity when the enterprise had a conirolling financial interest in the entity through ownership of a majority voting interest. Upon adoption, FIN
46 applied immediately to variable interest entities created after January 31, 2003. In December 2003, FASB revised FIN 46 (“FIN 46R™),
deferring the application of the provisions of FIN 46 for an interest held in a variable interest entity or potential variable interest entity until the
end of the first interim or annual period ending after March 15, 2004, if the public entity has not issued financial statements reporting that
variable interest entity in accordance with FIN 46. The adoption of FIN 46 has not had a material affect on the Company ’s financial statements.
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Item 2. Management®s Discnssion and Analysis of Financial Condition and Results of Operations

You should read the following discussion and analysis along with our unaudited condensed consolidated financial statements and the
notes to those statements included elsewhere in this report and in conjunction with our Annual Report on Form 10-E/A for the year ended
December 31, 2003 filed on March 23, 2004 with the Securities and Exchange Commission.

Overview

Corvis Corporation operates two divisions that serve different segments within the communications industry. Our communications
services division, acquired on June 13, 2003 and managed within our Broadwing Communications, 11.C subsidiary (“Broadwing™), delivers
data and Internet, broadband transport and voice communications services nationwide. Qur equipment division designs, manufactures and sells
high performance all-optical and electrical/optical communications systems that we believe accelerate carrier revenue opportunities and lower
the overall cost of network ownership for carriers.

Until the Broadwing acquisition, the Corvis equipment division was the primary focus of our capital investment and the sole source of
our revenues. Due to significant declines in the opportunities within the communications equipment matket, the communications services
division is now the major focus of capital investment for the Company. Revenues from the communications services division will account for

~ most of Corvis’ revenues for the foreseeable future. Reflecting our realigned business focus, the communications services division comprised
97% of total revenue for the three months ended March 31, 2004, while the remaining 3% is attributable to equipment sales. Our equipment
division has been restructured through staff reductions and other consolidation efforts that were substantially completed in late 2003. Qur
equipment division continues to service the networks of our existing customers, maintains certain centralized business operations and supports
our Broadwing network. Because our consolidated results of operations only include the results of Broadwing since the acquisition date, the
consolidated results of operations are not comparable to prior years.

Communications Services

Broadwing provides communications services to large enterprises, mid-market business and other communications service provider
customers over a naticnwide facilities based network connecting 137 cities nationwide. We believe that Broadwing’s network and growth
oriented strategy will enable Broadwing to compete effectively in the markets in which it operates. Broadwing ’s optical network, capable of
trausnuttmg up to 800 Gbs per fiber, gives customers the benefit of high quality, technofogically advanced solutions allowing for rapld
provisioning, and highly flexible customized networking.

Eliective June 13, 2003, we acquired most of the assets and certain of the liabilities of Broadwing Communications Services, Inc. for
approximately $81.0 million in cash. The purchase price is subject to an additional post-closing adjustment if Broadwing fails to meet post-
closing earnings targets. Not more than 30 days after July 1, 2004, we will provide the seller with a calculation of cash EBITDA (as defired in
the purchase agreement) minus capital expenditures for the Broadwing business for the period from July I, 2003 to July 1, 2004. If annual cash
EBITDA minus capital expenditures for such period is negative $48 million or less, the seller will pay to us an amount equal to 35% of the
-difference between negative $48 million and the amount of actual cash EBITDA minus capital expenditures, provided that the obligation for
such reimbursement will not exceed $10 million.

15
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In February 2004, Corvis agreed to acquire Focal Communications Corporation (“Focal™), a Chicago-based competitive local exchange
carrier that provides voice and data solutions to enterprises, carriers and resellers for total consideration of $210 million, which will be
comprised of approximately $1¢1 million in Corvis common stock to be issued fo Focal’s equity holders and the assumption or payment of
approximately $109 million of Focal’s existing debt and other long-term capital lease obligations. Focal operates in 23 Tier 1 markets from
Boston to Miami and New York to Los Angeles, owns metro fiber footprint in nine Tier 1 national markets and maintains a 4,000 enterprise
and wholesale/carrier customer base. Dependent on the approval of certain state regulatory agencies, we expect the Focal acquisition to close in
mid-2004,

Corvis Equipment

Starting in 2001 and continuing through 2004, conditions within the general economy and the communications sector in particular have
resulted in reduced capital expenditures by carriers and a reduced demand for communications networking systems. These declines have had a
severe adverse impact on our equipment revenue and results of operations. We cannot predict when or if market conditions will improve.

In response to these conditions, we have implemented a series of restructuring initiatives within our equipment division designed to
decrease our business expenses and to conserve our resources. These actions included staff reductions, facility consolidations and the
curtailment of discretionary spending. Our equipment division is now focused strategically on selective engagements with customers, including
the U.S. government, servicing the networks of our existing customers, maintaining certain centralized business operations and supporting the
Broadwing network. '
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Critical Accounting Policies

We have identified the following critical accounting policies that affect the more significant judgments and estimates used in the
preparation of our consolidated financial statements. Some of these policies were adopted upon the Broadwing acquisition. The preparation of
our financial statements in conformity with accounting principles generally accepted in the United States of America requires us to make
estimates and judgments that affect our reported amounts of assets and liabilities, revenues and expenses, and related disclosures of contingent
assets and liabilities. On an on-going basis, we evaluate our estimates, including those related to inventory obsolescence, asset impairment,
revenue recognition, product warranty liabilities, allowance for doubtful accounts, and contingencies and litigation. We state these accounting
policies in the notes to the annual consolidated financial statements (see Item 8) and at relevant sections in this discussion and analysis. These
estimates are based on the information that is ciurrently available to us and on various other assumptions that we believe to be reasonable under
the circumsiances. Actual results could vary from those estimates under different assumptions or conditions and the variances could be
material. ' ’

Revenue Recognition—Communications Services . Switched services are billed monthly in arrears, while the revenue is recognized as the
services are provided. Customers are billed in advance for month-to-month dedicated network services including certain data and broadband
‘transport, while associated revenue is deferred and recognized as the services are provided. Indefeasible right-of-use, or IRU, agreements
represent the lease of network capacity or dark fiber and are recorded as deferred revenue at the earlier of the acceptance of the applicable
portion of the network by the customer or the receipt of cash. The buyer of IRU services typically pays cash upon execution of the contract, and
the assoctated IRU revenue is then recognized over the life of the agreement as services are provided, beginning on the date of customer
acceptance. In the event the buyer of an IR terminates a contract prior to the contract expiration and releases us from the obligation to provide
future services, the remaining wnameortized deferred revenue is recognized in the period in which the contract is terminated. Fees billed in
connection with a service installation are deferred and recognized ratably over estimated contract lives.

Revenue Recognition—Equipment sales and services. Revenue from equipment sales is recognized upon execution of a contract and the
completion of all delivery obligations provided that there are no uncertainties regarding customer acceptance and collectibility is deemed
probable. If uncertainties exist, revenue is recognized when such uncertainties are resolved. Customer contracts generally include extensive lab
and field trial testing and some include other acceptance criteria.

Allowance for Bad Debt. We maintain allowances for doubtful accounts for estimated losses resulting from the inability of our customers
to make required payments. We determine the estimate of the allowance for doubtful accounts based on a variety of factors including the length
of time receivables are past due, the financial health of customers, and historical experience. If the financial condition of our customers were to
deteriorate or other circumstances occur that result in an impairment of customers® ability to make payments, additional allowances may be
Tequired.

Assef Impairment and Other Charges. Reflecting continued unfavorable economic conditions and continued Jack of expected equipment
sales, our board of divectors approved plans from 2001 through 2003 for the restruciuring of equipment division operations including the
‘consolidation of facilities, reduction in the number of employees and the outsourcing of a majority of owr manufacturing capabilities. These
"decisions, as well as reductions in projected sales and cash flows, have resulted in various asset impairment charges, including certain
_ intangible assets, which arc based on recoverability estimates and estimated fair valyes. If actual market conditions are less favorable than those
projected by management or if events occur or circumstances change that would reduce the estimated recoverability of our assets, additional
restructuring and impairment charges may be required.
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Litigation. In July 2000, Ciena Corporation (“Ciena”™) informed us of its belief that there is significant correspondence between products
that we offer and several U.S. patents held by Ciena relating to optical networking systems and related dense wavelength division multiplexing
(“WDM™) communications systems technologies. In general, the technologies at issue involve how some of our equipment is used to transmit
and receive communication signals between two points in the network. On July 19, 2000, Ciena filed a lawsuit in the United States District
Court for the District of Delaware alleging that we are willfully infringing three of Ciena’s patents relating to dense wavelength division
multiplexing communications technologies. Ciena is seeking injunctive relief, monetary damages including treble damages, as well as cost of
the lawsmit, including attorney’s fees. On March 5, 2001, a motion was granted allowing Ciena to amend its complaint to include allegations
that we are willfully infringing two additional patents. One patent was dropped from the litigation by agreement of the parties prior to trial. In
February 2003, jury trials were held on the issues of infringement and invalidity of the four patents. Our all-optical networking products were
found not to infringe two of Ciena’s WDM patents. The jury did not reach a verdict on a third Ciena WDM patent, which is related to the two
non-infiinged WDM patents. Corvis® OC-192 inverse multiplexing transceiver product, which can generally be described as a device that
separates higher speed signals into lower speed signals for transmission and then recombines the lower speed signals after transmission that can
be used along with our all-optical networking products, was found by the jury to infringe a Ciena patent on bit rate transparent devices. In an
April 2003 retrial, the manner in which certain Corvis OC-48 transmitters and receivers convert the signals from optical form to an electronic
form and back again, in a WDM system was found by a jury to infringe the paient, upon which a jury verdict was not reached in the February
2003 trial. The jury verdicts. to date are interim verdicts, in so far as additional trial court proceedings remain before a decision is made by the
court and judgment is entered. In May 2003, we filed a motion to certify the record for interlocutory appeal to the U.S. Court of Appeals for the
Federal Circuit and Ciena filed motions for entry of judgment and for a permanent injunction, all of which are pending. In February 2004, our
motion requesting a jury irial on a pending infringement issue was denied and we filed a Writ of Mandamus with the U.S. Court of Appeals for
the Federal Circuit requesting that a retrial be ordered. The Federal Circuit denied the Writ, finding that the issues can be addressed later on
appeal, if still necessary, after a final judgment has been entered by the District Court.

While management believes that we will ultimately prevail, we cannot be certain that the interim jury verdicis of infringement will be
-overtorned, or that infringement of other patents in the suit will not be found in later legal proceedings. We expect that Ciena will atterpt to
use the interim jury verdicts and the possibility of an injunction te disrupt our equipment sales efforts and customer relationships. To the extent
it is necessary, a trial to determine damages will be held following any appeals. Such appeals can take up to a year or more before final
determination. Based on the current status of the litigation, we cannot reasonably predict the likelihood of any final outcome. The Company
may consider settlement due to the costs and uncertainties associated with litigation in general, and patent infringement litigation in particular,

- and due to the fact that an adverse determination in the litipation could preclude the Company from producing some its products untii it was
able to implement a non-infringing alternative design to any portion of the Company *s products to which such a determination applied. Even if
the Company considers settlement, there can be no assurance that it will be able to reach a settlement with Ciena.

. Between May 7, 2001 and June 15, 2001, nine ¢lass action lawsuits were filed in the United States District Court for the Southern District
of New York relating to our initial public offering on behalf of all persons who purchased our stock between July 28, 2000 and the filing of the
complaints. Each of the complaints named as defendants: Corvis, our directors and officers who signed the registration statement in connection
with our initial public offering, and certain of the underwriters that participated in our initial public offering. Our directors and officers have
since been dismissed from the case, without prejudice. The complaints allege that the registration statement and prospectus relating to our
initial public offering contained material misrepresentations and/or omissions in that those documents did not disclose (1) that certain of the
underwriters had solicited and received undisclosed fees and commissions and other economic benefits from some investors in connection with
the distribution of our common stock in the initial public offering and (2) that certain of the underwriters had entered into arrangements with
-some investors that were designed to distort and/or inflate the market price for our common stock in the aftermarket following the initial public
offering. The complaints ask the court to award to members of the class the right to rescind their purchases of Corvis common stock (or to be
awarded rescissory damages if the class member has sold its Corvis stock) and pre judgment and post-judgment interest, reasonable attorneys’
and experts witness’ fees and other costs.
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By order dated October 12, 2001, the court appointed an executive commitiee of six plaintiffs’ law firms to coordinate their claims and
function as lead counsel. Lead plaintiffs have been appointed in almost all of the TPO allocation actions, including the Corvis action. On April
19, 2002, plaintiffs filed amended complaints in each of the IPO allocation actions, including the Corvis action. On February 19, 2003, the
issuer defendanis” motion to dismiss was granted with regard to certain claims and denied with regard to certain other claims. As to the
Company, the Section 10(b) and Rule 10b-5 claims, alleging that the Company participated in a scheme to defraud investors by artificially
driving up the price of the securities, were dismissed with prejudice, but the Section 11 claims, alleging that the registration statement
~ contained a material misstatement of, or omitted, a material fact at the time it became effective, survived the motion to dismiss. On June 26,
2003, the plaintiffs* executive committee announced a proposed settlement between plaintiffs, on the one hand, and the issuer defendants and
their respective officer and director defendants, including the Company and its named officers and directors, on the other. A memorandum of
understanding to settle plaintiffs’ claims against the issuers and their directors and officers has been approved by each of the 309 issuer

defendants, including the Company. The settlement agreement is currently being prepared by the parties but has not yet been entered into. The
proposed settlement is also subject to approval by the district court. The principal components of the proposed settlement include (i) a release
of all of plaintiffs’ claims against the issuer defendants and their officers and directors which have, or could have, been asserted in this
litigation arising out of the conduct alleged in the amended complaints to be wrongful, (it} the assignment by the issuers to the plaintiffs of
certain potential claims against the underwriter defendants and the agreement by the issuers not to assert certain claims against the underwriter
defendants, and (iii) an undertaking by the insurers of the issuer defendants to pay to plaintiffs the difference (the Recovery Deficit) between $1
billicn and any lesser amount recovered from the underwriter defendants in this Litigation. If recoveries in excess of $1 billion are obtained by
plaintiffs from the underwriters, the insurers of the settling issuer defendants will owe no money to the plaintiffs. The proposed settlement does
not resolve plaintiffs’ claims against the underwriter defendants. While it is possible that the underwriter defendants and the plaintiffs may
.settle their claims eventually, pre -irial activity continues, including the selection by the plaintiffs of five issuer test cases on which to determine
certain class certification matters. We have been selected as one of the five issuer test cases for that matter. However, in accordance with the
terms of the proposed settlement, we do not anticipate that our continued involvement as a test case regarding this matter or any other, will
result in any additional liability for the Company. We cannot be certain that we will not be subject to additional claims it the fiture, including
“claims brought by the underwriter defendants still involved in the litigation.

The Denver, Colorado regional office of the SEC is conducting two investigations titled In the Matter of Qwest Communications
International, Inc. and In the Matter of Issuers Related to Qwest. We believe the first of these investigations does not involve any allegation of
wrongful conduct on the part of Corvis. In connection with the second investigation, the SEC is examining various transactions and business
telationships involving Qwest and eleven companies having a vendor relationship with Qwest, including Corvis and has conducted interviews
with certain current and former officers and employees. This investigation, insofar as it relates to Corvis, appears to focus generally on whether
Corvis® transactions and relationships with Qwest and its employees were appropriately disclosed in Corvis” public filings and other public
statements.

_ In addition, the United States Attorney in Denver is conducting an investigation involving Qwest, including Qwest’s relationships with
certain of its vendors, including Corvis. In comnection with that investigation, the U.S. Attorney has sought documents and information from
- Corvis and has conducted interviews from persons associated or formerly associated with Corvis, including certain Corvis officers. The ULS.
. Attorney has indicated that, while aspects of its investigation are in an early stage, neither Corvis nor any of its current or former officers or
employees is a target or a subject of the investigation.
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Corvis is cooperating fully with these investigations. Corvis is not able, at this time, to say when the SEC and/or U.S. Agtorney
investigations will be completed and resolved, or what the ultimate outcome with respect to the Company will be. These investigations could
resiilt in substantial costs and a diversion of management’s attention that may have a material adverse effect on our business, financial
condition and results of operations.

We and our subsidiaries from time to time are also subject to pending and threatened legal action and proceedings arising in the ordinary
course of business. Management believes that the outcome of such actions and proceedings will not have a material adverse effect on the
Company’s business, financial condition or results of operations.
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Results of Operations

Revenue:
Communications services

Equipment

Total revenue

Operating expenses:

Cost of revenue:
Communications services
Equipment sales

Total cost of revenue

Research and development, excluding equity -based
Selling, general and administrative, excluding equity-based
Depreciation :

Amortization

Equity -based expense

Restructuring and other charges

Total operating expenses
Operating loss

Other income (eXpense), net

Net loss

Three Mouths Ended
March 24, March 31,
1003 2004
Commmuications
Total Equipment* Services Total
§ — 3 — $141,679 $141,679
1,517 5,108 — 5,108
1,517 5,108 141,679 146,787
— — 97,750 97,750
1,161 1,150 — 1,150
1,161 1,150 97,750 98,900
20,013 5,587 — 5,587
11,628 8,654 48,339 56,993
6,590 3,739 5,347 9,086
1,784 — 1,040 1,040
5,381 4,391 — 4,391
3,784 194 — 194
50,341 23,715 152476 176,191
(48,824) (18,607) (10,797) (29,404)
1,794 (4,661) 150 (@4,511)

$(47,030) $ (23,268) $(10,647) $(33,915)

* The equipment division includes certain costs associated with centralized business operations and support of our communications services

division.

Three months ended March 31, 2004 compared to three months ended March 29, 2003

Communication Services Revenue. Communications services revenue consists of the sale of data and Internet, broadband transport and
voice communication services. Data and Internet sales consist of high-speed data transport utilizing technology based on Internet protocol
- {“IP") and ATM/frame relay. Broadband transport services consist of long-haul transmission of data, voice and Internet traffic over dedicated
circuits. Voice services consist of dedicated and billed minutes of use, primarily for the transmigsion of voice long distance services on behalf

of wholesale and retail customers.

Data and intemnet services
Broadband transport
Voice services

Total communications services revennue

http://www.sec.gov/Archives/edgar/data/1060490/000119312504083415/d 10g.htm

Three

Months

Three Months Ended Ended
Jane 30, September 33, December 31,  March 3],

2003 2003 1003 2004
$609 $ 34,053 $ 34,037 $ 34,300
10,586 56,272 57,136 57,969
10,021 52,799 49,181 49.410
$26,697 § 143,124 $ 140354 $141,679
- E— A — | SE—
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Communications Services revenue increased to $141.7 million for the three months ended March 31, 2004 from zero for the three months
ended March 29, 2003 reflecting the June 13, 2003 Broadwing acquisition. Prior to the acquisition, Broadwing Communications Services, Inc.
revenues had declined substantially as a result of the downturn within the communications industry and intense price competition. Since the
date of acquisition, with consideration to seasonality from varying business days within each reporting period, we have seen stabilization in the
decline of revenue in data and Internet, broadband transport and voice services. Competition and pricing pressures continue to affect
Broadwing in all of its product lines. To address these issues, we focus our efforts on selling to larger customers with complex communications
needs, developing new products that differentiate Broadwing from its competition and reducing incremental service costs to allow us to better
compete on the sale of price sensitive products.

Significant portions of Broadwing Communication Services, Inc.” s historical revenues were generated through indefeasible right-of-use
agreements (“IRU™), whereby the customer leases network capacity or dark fiber. The buyer of IRU services typically pays cash upon the
execution of the contract, and the associated revenue is deferred and then recognized over the life of the agreement. At the date of acquisition,
the Company recorded the deferred revenue associated with acquired IRU contracts at fair value, which was substantially less than historical
book value. As a result, revenues from IRU’s are significantly less than those previously reported by Broadwing Communications Services,
Inc. IRU revenues totaled $4.5 million for the three months ended March 31, 2004.

Equipment Revenue. Equipment revenue increased to $5.1 million for the three months ended March 31, 2004 from $1.5 million for the
three months ended March 29, 2003. The increase in equipment revenue reflects both an increase in the volume and a change in the mix of
equipment sales. For the three months ended March 29, 2003, total equipment revenues included $0.9 million in revenue associated with the
sale of our optical convergence switch (“OCS") product and $0.6 million in the sale of other products and services. For the three months ended
March 31, 2004, 100 percent of equipment revenue related to our OCS product. Revenue for the three months ended March 31, 2004 was -
aftributable to two customers: $1.1 million associated with sales to Qwest Communications and $4.0 million associated with the US Federal
Government. Due to dependence on several customers and unpredictability of new orders or customers, our future equipment revenues may be
sporadic,

Cost of Revenues. Cost of revenues increased to $98.9 million for the three months ended March 31, 2004 from $1.2 million for the three
months ended March 29, 2003 principally due to the inclusion of approximately $97.8 million for Broadwing communications services costs of
revenue.

Communication Services Cost of Revenues. Communications services cost of revenue primarily reflects access charges paid to local
exchange carriers and other providers and transmission lease payments to other carriers. Communications services cost of revenue totaled $97.8
million for the three months ended March 31, 2004, As a percentage of revenue, telecommunication cost of service decreased to 69 percent for
the three-month period ended March 31, 2004 from 74 percent for the three-month period ended December 31, 2003, This decrease is
principally due to the impact of access service agreements entered into in late 2003 and early 2004 with more favorable pricing terms, as well

_ - as approximately $0.9 million associated with better than expected settlement of certain access service charge disputes. We do not expect
similar benefits from dispute wins in the coming quarters. In addition, starting in the third quarter of 2003, we began making capital
expenditures associated with our network assets in the form of
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fiber and equipment purchases designed to reduce the access charges we incur, While we continue to focus significant efforts to reduce access
costs, we do not expect the rate of cost improvements to continue at first quarter levels.

Equipment Cost of Revenues. Equipment cost of revenue remained consistent at $1.2 million for the three months ended March 31, 2004
and March 29, 2003. Equipment cost of revenue consists of component costs, direct compensation costs, warranty and other contractual
obligations, inventory obsclescence costs and mamufacturing overhead including depreciation. Equipment cost of revenues for the three-months
ended March 31, 2004 included approximately $0.2 million associated with inventory impairment charges for adjustments made to 2003
estimates. Excluding these charges, as a percentage of revenue cost of service decreased to 19 percent from 77 percent primarily due to the sale
of certain equipment previously reserved for as excess inventory. We expect future sales of our OCS product to reflect higher costs asa
percentage of revenue.

Research and Development Expense, Excluding Equity-Based Expense. Research and development expense, excluding equity-based
expense, consigts primarily of salaries and related personnel costs, test and prototype expenses related to the design of our hardware and
software products, laboratory costs and facilities costs. All costs related to produet development, both hardware and software, are recorded as
expenses in the period in which they are incurred. Due to the timing and nature of the expenses associated with research and development,
significant quarterly fluctuations may result.

Research and development expenses, excluding equity-based expense, decreased to $5.6 million for the three months ended March 31,
. 2004 from $20.0 million for the three months ended March 29, 2003. The decrease in expenses was primarily attributable to the effect of the
equipment division cost saving initiatives including staff reductions, facilities and equipment consolidation and the curtailment of certain
discretionary spending. We expect research and development expense to continue at current levels.

Sales, General & Administrative, Excluding Eguity-Based Expense. Sales, general & administrative expense, excluding eguity-based
expense, consists primarily of costs associated with personnel, travel, information systems support and facilities related to our sales, network
- operations, network engineering and administrative support functions.

Sales, general and administrative expenses, excluding equity-based expense, increased to $57.0 million for the three months ended March
31,2004 from $11.6 million for the three months ended March 29, 2003. The increase in expenses was primarily atiributable to the inclusion of
$48.3 million of sales, general and administrative expenses associated with our communication services division, offset by restructuring
savings of $2.9 million associated with our equipment division. In light of our recent agreement to purchase Focal Communications, Inc. we
plan to incur certain costs in the second quarter of 2004 associated with business process integration, which we believe will result in overall
cost and operational cfficiencies in the combined business in future periods. These costs will result in sales, general and administrative expense
being flat to slightly higher in the next quarter. licluded in sales, general and administrative expenses in the first quarter of 2004 were
approximately $1.0 million in reductions in estimated property tax I1ab1ht1es based on better than expected state determinations. We do not
expect similar reductions in future quarters.

Depreciation expense. Depreciation expense increased to $9.1 million for the three months ended March 31, 2004 from $6.6 million for
the three months ended March 29, 2003. The increase in depreciation is associated with the Broadwing assets acquired in June 2003.

Equity -based Expense. Equity-based expense consists primarily of charges associated with employee options granted at below fair market
value.
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Equity-based expense related to research and development, sales and marketing and general and administrative functions for the three
months ended March 31, 2004 decreased to $4.4 million from $5.4 million for the three months ended March 29, 2003. The decrease in equity-
based compensation resulted from a decrease in employee headcount associated with our equipment division.

Amortization of Intangible Assets. Amortization of infangible assets decreased to $1.0 miflion for the three months ended March 31, 2004
from $1.8 million for the three months ended March 29, 2003. Amortization expense for the three months ended March 31, 2004 principally
relates to intangible assets associated with in-place contracts and customer relationships acquired as part of the Broadwing acquisition, which
are being amortized over a period of three 1o nine years. Amortization expense for the three month period ended Maich 29, 2003 principally
related to intangible assets associated with intellectual property acquired as part of the Dorsal acquisition all of which were written down
though asset impairment charges during 2003.

Restructuring and related charges. Starting in 2001 and continuing in 2004, Corvis has developed and implemented restructuring
initiatives designed to reduce operating expenses and to address reductions in equipment divisien sales. In addition, the Company is continually
evaluating the recoverability of its inventory and long-lived assets in light of these initiatives and the projected economic and operating
environment. As a result, the Company has recorded the following charges (in thousands):

‘Three Months Ended
March 29,2003 March 31, 2004
Product cost of sales charges ;inventory-wﬁte downs and other $ — $ 193
Restructuring, impairment and other charges:

Wark force reductions 3,049 —
Facilities consolidation and other charges 735 194
Total restructuring, impaitment and other charges 3,784 194
5 387

Total restructuring and related charges : $ 3,784

Product cost of sales charges—Inventory-write-downs and other. We write-down our inventory for estimated obsolete, excess and
overvalued inventory based on estimated sates projections and market values. Charges recorded in the three months ended March 31, 2004 are
the result of inventory impairment charges for adjustments made {0 2003 estimates.

Work force reductions. During the three months ended March 29, 2003, we mplemenfed certain companj—wldc work force reduction
programs that resulted in the reduction of approxunately 170 positions ‘and charges of apprommately $3.0 million. No such charges were
recorded in the 2004,

Facilities Consolidation. The Company reduced its operating costs through the early terminations of real estate and equipment lease
agreements, resulting in charges of approximately $0.2 million and $0.7 million in the three-month period ended March 31, 2004 and March
29, 2003, respectively.

Interest Expense. Interest expense increased to $7.4 million for the three months ended March 31, 2004 from $0.1 million for the three
months ended March 29, 2003. The increase in interest expense was primarily attributable to approximately $4.5 million in interest on the
convertible notes issued in February 2004 and interest of $2.7 million associated with our delayed registration of shares issued in August 2003.
An effective registration statement occurred on April 19, 2004, therefore interest expense is non-recurring in nature and will result in total

future cxpense of $0.5 million in the second quarter of 2004, Interest expense for the three months ended March 29, 2003, primarily relates to
capital leases.

Other income and expense, net. Other interest income and expense, net increased to $2.9 million for the three months ended March 31,
2004 from $1.9 million for the three months ended March 29, 2003. The increase in other income and expense, net is primarily attributable to
an increase in gain on disposals and other income, offset in part by a decrease in interest income associated with lower yields and average
invested balances.
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Liquidity and Capital Resources

Since inception through March 31, 2004, we have financed our operations, capital expenditures and working capital primarily through
public and private sales of our debt and capital stock and borrowings under credit and lease facilities. At March 31, 2004, our cash and cash
equivalents and investments totaled $497.1 million.

Operaling Activity

Net cash used in operating activities was $16.6 million and $49.9 million for the three months ended March 31, 2004 and March 29,
2003, respectively. Cash used in operating activities for the three months ended March 31, 2004 was primarily attributable to a net loss of $33.9
million, offset in part by non-cash items including depreciation, amortization, equity-based expense and other charges. Cash used in operating
activities for the three months ended March 29, 2003 was primarily attributable to a net loss of $47.0 million, decreases in accounts payable,
accrued expenses and other of $16.1 million and increases in inventory of $3.9 million, offset in part by non -cash items including depreciation
and amortization, equity-based expense, restructuring and other charges and changes in accounts receivable and other operating assets totaling
$17.2 million. The decrease in cash used in operations is attributable to decreased operating cash flows due to the impact of cur restructuring
efforts associated with our equipment division, offset in part by cash used by our communications division.

Investing Activity

Net cash used in investing activities for the three months ended March 31, 2004 was $11.5 million and net cash provided by investing
activity for the three months ended March 29, 2003 was $1.6 million. The net cash outflows associated with investing activities were primarily
attributable to §$8.9 million in net purchasm of short and long-term investment securities and $3.2 million of capital expendltures primarily
associated with Broadwing network expansions.

In 2003, we acquired most of the assets and certain of the Liabilities of Broadwing Communication Serviées, Inc. for approximately $81.0
million. This purchase price is subject to a post-closing reduction of up to $10 million if certain EBITDA targets are not reached in a one -year
period after the closing.

In February 2004, we signed an agreement to acquire Focal Comununications Corporation (“Focal™), a Chicago-based competitive local
exchange carrier that provides voice and data solutions to enterprises, catriers and resellers for a total consideration of $210 million, which will
be comprised of approximately $101 million in Corvis common stock to be issued to Focal's equity holders and the assumption of
approximately $109 million of Focal’s existing debt and other long-term capital lease obligations of which approximately $89 million will be
due upon demand at closing. Focal operates in 23 Tier 1 markets from Boston to Miami and New York to Los Angeles and owns metro fiber
footprint in nine Tier 1 national markets and maintains a 4,000 enterprise and wholesale/carrier customer base. We expect the Focal acquisition

-to close in mid-2004 dependent on the approval of the acquisition by certain state regnlatory agencies. In connection with our agreement to
purchase Focal, if we do not have a regisiration statement filed by Tuly 1, 2004 or an effective registration statement by September 15, 2004,
we are obligated, at the investor’s election, to close with cash instead of shares of our common stock.

We acquired Focal with the expectation that the acquisition will result in certain benefits to us including reduction in network access and
termination costs, expansion of our customer base and product offerings to grow revenues, and synergistic cost reductions in sefling, general
and administrative functions.

.We anticipate significant integration costs associated with Focal, which may delay our profitability and adversely impact operating results
“and cash flows over the remainder of the year or
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longer. Focal’s network may require upgrades or expansion for connectivity to our network, which would result in incremental capital
expenditures during 2004,

Focal is subject to regulatory oversight of varying degrees at the state and federal ievels. Regulatory initiatives that would put Focal ata
competitive disadvantage or mandate lower rates for its services could result in lower profitability and cash flow.

As part of our efforts to lower overall cost of service associated with Broadwing, we have implemented a series of capital projects
associated with the Broadwing network infrastructure. These capital programs will continue in 2004 with projected spending approximately
$35-345 million for the year. As part of our efforts to improve and expand the Broadwing network, we installed Corvis inventory with a book
value of $1.0 million that had previously been written-down as well as network elements previously capitalized as research and development
fixed assets within our equipment division.

Financing Activity

Net cash provided by financing activities for the three months ended March 31, 2004 was $219 4 million, primarily atiributable to the
February 2004 private placement of $225 million of senior unsecured convertible notes and associated warrants. The notes have a finat
maturity date of two years from issuance and bear interest at a rate of five percent per annum. Interest is payable quarterly at Corvis® option in
«cash or, subject-to certain conditions, in registered shares of Corvis commeon stock at a five percent discount to the Company’s common stock
trading price at the time of payment. The notes are convertible at the investors” option at any time into Corvis common stock at a fixed -
conversion price of $5.75 per share, subject to anti dilution adjustments. Principal is payable in quarterly installments beginning Augast 19,
2004. We intend to use the net proceeds for general corporate purposes in support of our service development and new market initiatives, and
for strategic acquisitions for the communications services segment.

Corvis has the option, beginning nine months after closing (November 19, 2004), to cause the investors to subscribe to the placement of
up to an additional $75 million in senior unsecured convertible notes having a final maturity date of two years after that issuance and otherwise
having similar terms ag the initial senior unsecured convertible notes. The holders may demand the additional placement of up to an additional
-$75 million in senjor unsecured convertible notes if the average stock price exceeds $4.74 for ten trading days.

In association with our August 2003 private placement, we granted the imvestors additional investment tights to purchase up to an .
additional 13,455,657 shares of our common stock at $1.30 per share. These additional investment rights became exercisable on November 26,
2003, and will expire on June 18, 2004,

Net cash used in financing activities for the three months ended March 29, 2003 was $5.8 million, primarily attributable to treasury stock
purchases totaling $5.1 miflion. '

We were contractually committed to register shares that investors bought in connection with our August 28, 2003 private placement.
. However, we were unable to do so due to Broadwing’s predecessor auditors® inability to consent to our referencing certain financial statements
* they audited relating to the Broadwing business while it was owned by Cincinnati Bell. During the first quarter of 2004, Cincinnati Bell
restated earnings, their auditors consented to our referencing certain financial statements they audited, and we were able to register the shares.
With the registration of shares effective on April 19, 2004, contractual interest payments of $0.8 million per month ceased. We incurred
approximately 52.7 million in interest associated with the delayed registration in the first quarter of 2004.

As of March 31, 2004, long-term restricted cash totaled $8.5 million associated with outstanding irrevocable letters of credit relating to
lease obligations for various business arrangements. These letters of credit are collateralized by funds in our operating account. Various
portions of the letters of credit expire at the end of each respective agreements.

On October 24, 2002, we announced that our Board of Directors had authotized a share repurchase program under which we can acquire
up to $25 million of our commeon stock in the open
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market. At March 31, 2004, 12,281,000 shares had been purchased under the plan for a total of $9.5 million. The purchases will be executed at
times and prices considered appropriate by us during the next year. The share repurchase program may be suspended at any time and from
time-to-time without prior notice. The repurchase program will be funded using our existing cash balances and the repurchased shares may be
used for corporate purposes in compliance with applicable law.

We believe that our current cash and cash equivalents, short-term investments and cash generated from operations will satisfy our
expected working capital, capital expenditure, investment requirements and debt service through at least the next twelve months.

If cash on hand and cash generated from operations is insufficient to satisfy our liquidity requirements, we may seek o sell additional
equity or debt securities. To the extent that we raise additional capital through the sale of equity or debt securities, the issnance of such
securities could result in dilution to our existing shareholders. If additional fands are raised through the issuance of debt securities, the terms of
such debt could impose additional restrictions on our operations. Additional capital, if required, may not be available on acceptable terms, or at
all. If we are unable to obtain additional financing, we may be required to reduce the scope of our planned product development and sales and
marketing efforts, which could harm our business, financial condition and operating results. Increasingly, as a resuit of the financial demands
of major network deployments, carriers are looking to their suppliers for financing assistance. From time to time, we may provide or commit ta
extend credit or credit support to our customers, as we consider appropriate in the course of our business.

~Ttem 3. Quantitative and Qualitative Disclosures About Market Risk

The foltowing discussion about our market risk disclosures involves forward-looking statements. Actnal results could differ materially
from those projected in forward -looking statements. We maintain instruments subject to interest rate and foreign currency exchange rate risk.
We categorize all of our market rigk sensitive instruments as non-trading or other instruments.

Interest Rate Sensitivity

We maintain a portfolio of cash, cash equivalents and short and long-term investments in a variety of securities including: commercial
paper, certificates of deposit, money market funds and government and non-government debt securities. Substantially all amounts are in money
market fands as well as high grade, short-term commercial paper and certificates of deposit, the value of which is generally not subject to
interest rate changes. We believe that a 10% increase ‘'or decline in interest rates would not be matenal to our investment income or cash flows.
Our long-term debt obligations bear fixed interest rates.

Foreign Rate Sensitivity

We primarily operate in the United States; however, we are currently in the process of closing various European operations. We are
exposed to the impact of foreign currency changes, associated with the Buro, for our European subsidiaries” financial instruments, which are
. limited to cash and cash equivalents and trade receivables. It is the policy of management to fund foreign operations on a monthly basis, thus
. minimizing average cash and overnight investments in the Furo. At March 31, 2004, our European subsidiaries maintained cash and cash
equivalents of less than $0.1 million Euros. We believe that a 10% increase or decline in the Euro exchange ratio
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would not be material to cash and cash equivalent balances, interest income, or cash flows from consolidated operations.
Item 4. Controls and Procedures

Pursuant to Section 302 of the Sarbanes-Oxley Act and Rule 13a—15 of the Securities Exchange Act of 1934 (“Exchange Act™)
promulgated thereunder, our chief executive officer and chief financial officer have evaluated the effectiveness of our disclosure controls and
procedures as of the end of the period covered by this report (the “Evaluation Date™). Based on such evaluation, our chief executive officer and
chief financial officer have concluded that our disclosure controls and procedures were effective as of the Evaluation Date to ensure that
nformation required to be disclosed in reports that we file or submit under the Exchange Act is recorded, processed, sumimarized and reported
within the time periods specified in SEC rules and forms, There have been no changes in our internal controls aver financial reporting during
the period covered by this report that were identified in connection with the evaluation referred to above that have materially affected, or are
reasonably likely to materially affect, our internal control over financial reporting.
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PART H—OTHER INFORMATION
Ttem 1. Legal Proceedings

By letter dated July 10, 2000, Ciena Corporation (“Ciens™) informed us of its belief that there is significant correspondence between
products that we offer and several 11.S. patents held by Ciena relating to optical networking systems and related dense wavelength division
multiplexing {(“WDM") communications systems technologies. On July 19, 2000, Ciena filed a lawsuit in the United States District Court for
the District of Delaware alleging that we are willfully infringing three of Ciena’s patents. Ciena is seeking injunctive relief, monetary damages
including treble damages, as well as costs of the lawsuit, including attorneys” fees. On September 8, 2000, we filed an answer to the complaint,
as well as counter-claims alleging, among other things, invalidity and/or unenforceability of the three patents in question. On March 5, 2001, a
motion was granted, allowing Ciena to amend its complaint to include allegations that we are willfully infringing two additional patents. One
patent was dropped from the litigation by agreement of the parties prior to trial. In February 2003, jury trials were held on the issunes of
infringement and invalidity of the remaining four patents. Corvis all-optical networking products were found by a jury not to infringe two of
Ciena’s WDM system patents. The jury did not reach a verdict on a third Ciena WDM system patent, which is related to the two non-infringed
WDM system patents. Corvis® inverse multiplexing transceiver product, which can be used along with our afl-optical networking products, was
found by the jury to infringe a Ciena patent on bit rate transparent devices. In an April 2003 retrial, the manner in which certain Corvis
transmitters and receivers are operated in a WDM system was found by a jury to infringe the system patent, upon which a verdict was not
reached in the February 2003 trial. The jury verdicts to date are interim verdicts, in so far as additional trial court proceedings remain before a
finding of infringement is made by the court. In May 2003, we filed a motion to certify the record for interlocutory appeal to the U.S. Cowrt of
Appeals for the Federal Circuit and Ciena filed motions for entry of judgment and for a permanent injunction, all of which are pending. In
February 2004, our motion requesting a jury trial on a pending infringement issue was denied and we filed a Writ of Mandamus with the U.S,
Court of Appeals for the Federal Circuit requesting that a retrial be ordered. The Federal Circuit denied the Writ, finding that the issues can be
addressed Iater on appeal, if still necessary, after a final judgment has been entered by the District Court.

We have designed our products in an effort to respect the intellectual property rights of others. We intend to continne to defend ourselves
vigoronsly against these claims and pursue post-trial relicf and appellate review of the trial proceedings, as necessary. While we believe that we
will ultimately prevail in this litigation, there can be no assurance that we will be successful in the defense of the litigation.

We may consider settlement due to the costs and uncertainties associated with litigation in general, and patent infringement litigation in
particuler, and due to the fact that an adverse determination in the litigation could preclude us from producing some of our products until we
were able to implement a non-infringing alternative design to any portion of our products to which such a determination applied. Even if we
consider settlement, there can be no assurance that we will be able to reach a settlement with Ciena.

A final adverse determination i, or settlement of, the Ciena litigation could involve the payment of significant amounts by vs, or could
include terms in addition to payments, such as an injunction preventing the sale of infringing products and/or a redesign of some of our
products, which could have a material adverse effect on our business, financial condition or results of operations. While management believes
that the Company will ultimately prevail, the Company cannot be certain that the interim jury verdicts of infringement will be overturned, or
that infringement of other patents in the suit will not be found in later legal proceedings. The Company expects that Ciena will seek an
injunction and attempt to use the interim jury verdicts and the possibility of an injunction to disrupt our sales efforts and customer relationships.
To the extent it is necessary, a {rial to determine damages will be held following any appeals. Such appeals can take up to a year or more before
final determination.

~ We believe that the continuing defense of the lawsuit may be costly and may divert the time and attention of some members of our
management. Further, Ciena and other competitors may use the continuing existence of the Ciena lawsuit to raise questions in customers” and
potential customers’ minds
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as to our ability to manufacture and deliver our products. There can be no assurance that questions raised by Ciena and others will not disrupt
our existing and prospective customer relationships.

Between May 7, 2001 and June 15, 2001, nine class action lawsuits were filed in the United States District Court for the Scuthern District
of New York relating to our initial public offering on behalf of ail persons who purchased our stock between July 28, 2000 and the filing of the
complaints. Bach of the complaints named as defendants: Corvis, our directors and officers who signed the registration statement in connection
with our initial public offering, and certain of the underwriters that participated in our initial public offering. Qur directors and officers have
since been dismissed from the case, without prejudice. The complaints allege that the registration statement and prospectus relating to our
initial public offering contained material misrepresentations and/or omissions in that those documents did not disclose (1) that certain of the
mderwriters had solicited and received undisclosed fees and commissions and other economic benefits from some investors in connection with
the distribution of our commen stock in the initial public offering and (2) that certain of the underwriters had entered into arrangements with
some investors that were designed to distort and/or inflate the market price for our common stock in the aftermarket following the initial public
offering. The complaints ask the court to award to members of the class the right to rescind their purchases of Corvis common stock (or to be
awarded rescissory damages if the class member has sold its Corvis stock) and prejudgment and post-judgment interest, reasonable attorneys’
and experts witness” fees and other costs.

_ By order dated October 12, 2001, the court appointed an executive committee of six piaintiffs* law firms to coordinate their claims and
function as lead counsel. Lead plaintiffs have been appointed in almost all of the TPO allocation actions, including the Corvis action. On
October 17, 2001, a group of underwriter defendants moved for Judge Scheindlin’s recusal. Judge Scheindlin denied that application. On
December 13, 2001, the moving underwriter defendants filed a petition for writ of mandamus seeking the disqualification of Judge Scheindlin
in the United States Court of Appeals for the Second Circuit. On April 1,2002, the Second Circuit denied the moving underwriter defendants’
application for a writ of mandamus seeking Judge Scheindlin s recusal from this action. On April 19, 2002, plaintiffs filed amended complaints
in cach of the actions, including the Corvis action. On May 23, 2002, a conference was held at which the court set a briefing schedule for the
filing of motions to dismiss the amended complaints. On July 1, 2002, the underwriter defendants filed their motion to dismiss the amended
complaints. On July 15, 2002, the issuer defendants filed their motion to dismiss the amended complaints. The briefing on the motions to
dismiss has been completed, and the judge heard oral arguments on the motions on November 1, 2002. On February 19, 2003, the issuer
defendants” motion to dismiss was granted with regard to certain claims and denied with regard to certain other claims. As to Corvis, the
Section 10(b) and Rule 10b-5 claims, alleging that Corvis participated in a scheme to defraud investors by artificially driving up the price of the
securities, were dismissed with prejudice, but the Section 11 claims, alleging that the registration statement contained a material misstatement
of, or omitted, a material fact at the time it became effective, survived the motion to dismiss. Settlement discussions among all interested
parties are ongoing. We intend to vigorously defend ourselves.

We and our subsidiaries from time to time are also subject to pending and threatened legal action and proceedings arising in the ordinary
* course of business. Management believes that the outcome of such actions and proceedings will not have a material adverse effect on the
Company’s business, financial condition or results of operations.
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Iiem 2. Changes in Securities and Use of Proceeds
{a) None.

(b) In connection with our renegotiation of our relationship with Cequel IIf, Cequel Il received, in part, 2,750,000 shares of our common stock
(and the right to receive additional shares so that the current market value of all the shares issued to Cequel ITI at the time of effectiveness of
the required resale registration statement is equal to $3,437,500, but in no event more than 2,750,000 such additional shares) and warrants to
purchase 7,250,000 shares of our common stock. Additionally, we agreed to register the resale of the shares of stock issued to Cequel and those
shares that may be issued upon exercise of the warrants. These actions have had the general effect of diluting the voting power of existing
shareholders. The issuance of additional shares under the arrangement would further dilute such voting power.

" {¢) Private Placement of Senior Unsecured Convertible Notes. On February 9, 2004, we entered into a definitive agreement for the private
placement of $225 million of senior unsecured convertible notes and watrants in a private placement to institutional investors. The definitive
agreement provides that we may require the investors to purchase, or the investors may; in limited circumstances, require us to issue, up to an
additional $75 miilion of senior unsecured convertible notes as well as associated warrants. We are using the net proceeds for general corporate
purposes in support of our service development and new market initiatives, and for strategic acquisitions for Broadwing Communications, our
consolidated subsidiary.

(i) The notes have a final maturity date of two years from issuance and bear interest at a stated rate of five percent per annum. Interest is
payable quarterly at our option in cash or, subject to certain conditions, in registered shares of our common stock at a five percent discount to
the our stock trading price at the time of payment. The notes are convertible at the investors” option at any time into our common stock at a
fixed conversion price of $5.75 per share, subject to anfi-dilution adjustments.

(ii) We will generally repay the principal amount of the nofes in seven quarterly installments commencing on the six-month anniversary
of closing. We, at our option, may prepay principal in any combination of cash or registered shares of our common stock at a five percent .
discount to our stock trading price at the time of payment, provided certain conditions are met and subject to certain restrictions and penalties
including the potential issuance of additional warrants. B

(iii) We also have the option, beginning rine months after closing, to cause the investors to subscribe to the placement of up to an
additional $75 million in senior unsecured convertible notes having a final maturity date of two years after their issuance and otherwise having
similar terms as the initial senior unsecured convertible notes.

(iv) In connection with the private placement, we issued to the investors three-year warrants to purchase 27,328,378 shares of common
stock. The warrants have an exercise price equal to $2.37.

(v) The company and the Buyers consummated the transaction in reliance upon the exemption from securities registration afforded by
Section 4{2) of the Securities Act of 1933, as amended (the “1933 Act”), and Rule 506 of Regulation D.

{d) Not applicable.
(e} No applicable.
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Item 3. Defauits upon Senior Securities.

None.

Item 4. Submission of Matters to a Vote of Security Holders.
None.

Item S. Other Information.

(a) None.

(b) Not applicable.

Item 6. Exhibits and Reports on Form 8-K.

(a) A list of exhibits filed herewith is contained on the Exhibit Index immediately preceding such exhibits and is incorporated herein by
reference.

(b) Reports on Form 8-K

(c) We filed a report on Form 8-K dated February 11, 2004, which reported under Item 5, the issuance of a press release on February 9,
2004 announcing that we had entered into a definitive agreement for the private placement of $225 million of senior unsecured convertible
notes and warrants to several tnstitutional investors,

{d) We filed a report on Form 8-K dated February 12, 2004, which reported:

(2} (1) under Ttems 5 and 7 that in connection with our renegotiation of our relationship with Cequel TlI, Cequel III received, in part,
2,750,000 shares of our common stock (and the right to receive additional shares so that the current market value of all the shares issued
to Cequel III at the time of effectiveness of the required resale registration statement is equal to $3,437,500, but in no event more than
2,750,000 such additional shares) and warrants.to purchase 7,250,000 shares of our commeon stock. Additionally, we agreed to register the
resale of the shares of stock issued to Cequel and those shares that may be issued upon exercise of the warrants. The warrant and
registration rights agreement with respect to this matier were filed as Exhibits 4.1 and 10.1, respectively, to this Form 8-K; and

@) under Item 12, the issuance of a press release on February 12, 2004 announcing our results of operations for the quarter and
year ended December 31, 2003,

(2) We filed a report on Form B-K dated March 8, 2004, which reported under ftems 5 and 7, the issnance of a press release on March 8,
- 2004 announcing that we signed an agreement to acquire Focal Communications Corporation
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf
by the undersigned thereunto duly authorized.

Corvis Corporation

Date: May 10, 2004 ' fs/  Lynn D. Anderson

Lynn D. Anderson
Senior Vice President, Chief Financial
Officer and Treasurer

Date: May 10, 2004 fsf Timothy C. Dec

Timothy C. Dec
Vice President, Chief Accounting
Officer
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EXHIBIT INDEX
Exhibit No. Description
4.01 Form of Initial Note in connection with the private placement of $225 million of senior unsecured convertible notes and

warrants to several instifutional investors (incorporated by reference herein to Exhibit 4.01 to Corvis Corporation™s Current
Report on Form 8-K, dated February 9, 2004, File No. (1 -30989)

402 Form of Additional Note in connection with the private placement of $225 million of senior unsecured convertible notes and
warrants fo several institutional investors (incorporated by reference herein to Exhibit 4.02 to Corvis Corporation’s Current
Report on Form 8-, dated February 9, 2004, File No. 0-3098%)

4.03 Form of Initial Warrant in connection with the private placement of $225 million of senior unsecured convertible notes and
warrants to several institutional investors (incorporated by reference herein to Exhibit 4.03 to Corvis Corporation’s Current
Report on Form 8-K, dated February 9, 2004, File No. 0-30989)

4.04 Form of Additional Warrant in connection with the private placement of $225 miltion of senior unsecured convertible notes
and warrants to several institutional investors (incorporated by reference herein to Exhibit 4.04 to Corvis Corporation's
Current Report on Form 8-K, dated February 9, 2004, File No. 0-30989)

10.1 Securities Purchase Agreement in connection with the private placement of $225 million of senior unsecured convertible
notes and warrants to several institutional investors {(incorporated by reference herein to Exhibit 10.1 to Corvis Corporation’s
Current Report on Form 8-K, dated February 9, 2004, File No. 0-30989)

10.2 Registration Rights Agreement in connection with the private placement of $225 millien of senior unsecured convertible
notes and warrants to several institutional investors (incorporated by reference herein to Exhibit 10.2 to Corvis Corporation’s

. Current Report on Form §-K, dated February 9, 2004, File No. 0-30989)

10.3 Form of Voling Agreement in connection with the private placement of $225 million of senior unsecured convertible notes
and warrants to several institntional investors (incorporated by reference herein to Exhibit 10.3 to Corvis Corporation’s
Cuzrrent Report on Form 8-K, dated February 9, 2004, File No. 0 -30989)

31 Certificate of Chief Executive Officer pursuant to Rule 13a-14(a) or Rule 15d-14(a)

31.2 Certificate of Chief Financial Officer pursuant to Rule 13a-14(a) or Rule 15d-14(a)

321 Certificate of the Chief Executive Officer and the Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-K
{Mark One) :
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
' OF 1934
for fiscal year ended December 31, 2003
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OF 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934 ,
for the transition period from to
Commission file number: 0-30989
Corvis Corporation
(Exact name of vegiztrant ag epecified in its charter’
Delaware 52-2041343
(State or other jurisdiction of incorporation or organization) {L.R.S. Emplover Identification No.)
7015 Albert Einstein Drive, Columbia, Maryland 210469400
(Address of principal executive offices) (Zip code)

Registrant’s telephone number, including area code: {443) 259-4000

Securities registered pursuant to Section 12(b) of the Act
None

Securities registered pursuant to Section 12(g) of the Act
Common Stock, $.01 par value per share

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such repert(s)), and (2)
-has been subject to such filing requirements for the last 90 days. Yes Mo O

Indicate by check mark if the disclosure of delinquent filers pursuant to Item 405 of Regulation 5-K (§229.405 of this chapter) is not
contained herein, and will not be contained, to the best of registrant °s knowledge, in definitive proxy or information statements incorporated by
reference in Part II of this Form 10-K or any amendment to this Form 10-K. O

Indicate by-check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act). Yes B No O
As of June 30, 2003, the aggregate market value of the voting stock held by nonaffiliates was approximately $586,993,663.
As of February 28, 2004, there were 484,157,929 shares of Common Stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE i
Part 1] of this Report on Form 10-K incorporates by reference information from the registrant’s definitive Proxy Statement which will be
furnished to stockholders in connection with the Annual Meeting of Stockholders of the registrant scheduled to be held on May 7, 2004.
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Item 1. Business
Introduction

Corvis Corporation operates two divisions that serve different elements within the communications industry. Our communications
services division, managed within our Broadwing Communications, LLC subsidiary (“Broadwing”), is a provider of data, Internet, voice and
broadband transport communications services to carrier and enterprise customers delivered over a nationwide facilities based network
connecting 137 cities. Our communications equipment division designs, manufactures and sells high performance all-optical and
electrical/optical communications systems. In recent years, in response to a significant downturn in equipment sales, we have initiated a
number of restructuring initiatives within our equipment division. The communications services division is now the major focus of the
Company; and revenues from the communications services division will account for most of Corvis* revenues for the foreseeable future.
Reflecting our realigned business focus, the communications services division comprised 99% of total revenue for fiscal year 2003, while the
remaining 1% was attributable to equipment sales.

Corvis was incorporated under the laws of the State of Delaware on June 2, 1997 under the name NOVA Telecommunications, Inc. On
February 5, 1999, we changed our name to Corvis Corporation. Cur principal executive offices are located at 7015 Albert Einstein Drive,
Columbia, Maryland 21046; and our telephone number is (443} 259-4000. Our Internet website address is www.corvis.com. We make
available free of charge on our website our annual report on Form 10-K, quarterly reports on Form 10-Q, current reposts on Form 8-K and
amendments to those reports filed with or furnished to the Securities and Exchange Commission pursuant to Section 13(a) or 15(d} of the
Securities Exchange Act of 1934 as soon as reasonably practicable after we electronically file them with or firnish them to the SEC.

Communications Services
Overview

On June 13, 2003, Corvis Corporation invested approximately $81.1 million, net of subsequent purchase adjustments and acquisition
costs, for most of the assets and certain of the liabilities of Broadwing Communications Services, Inc. Broadwing was Corvis Corporation’s
largest customer, representing 61%, 43% and 12% of equipment division revenues in 2001, 2002 and 2003, respectively. The Broadwing
acquisition represents a change in the Company’s primary business focus.

Corvis owns approximately 97% economic interest aud maintains full control. Cincinnati Bell, previously the parent company of
Broadwing Communications Services, Inc., retains a 3% non-voting equity interest in Broadwing.

Ercadwing provides communications services to large enterprises, mid-markets and strategic service provider customers. These services
are delivered over a nationwide fiber optic network connecting 137 cities nationwide.

We believe that Broadwing’s network and growth-oriented strategy will enable Broadwing to compete effectively in the markets in which
it operates. Broadwing’s optical network, capable of transmitting up to 800 Gbs per fiber, gives customers the benefit of high quality, .
technologically advanced solutions allowing for rapid provisioning and flexible customized network solutions.

The Communications Industry

The communications services industry continues to evolve, both domestically and internationally, providing significant opportunities and
risks to the participants in these markets. Factors that have been driving this change include:

+  ahighly competitive environment that has led to a large number of corporate bankruptcies and consolidation of industry participaats,
all resulting in significant price competition;
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+ technological advances resulting in a proliferation of new services and products as well as rapid increases in network capacity;
* the Telecommunications Act of 1996 and continued regulatery and court action related to it; and
* deregulation of communications services markets in selected countries around the world.

The communications services industry is rapidly developing new data services. The development of frame relay, ATM and TP networks
as modes of transmitting information electronicaily has dramatically transformed the array and breadth of services offered by communications
carriers.

Use of the Internet, including intranets and extranets, has grown rapidly in recent years. This growth has been driven by a number of
factors, including the large and growing installed base of personal computers, improvements in network architectures, increasing pumbers of
network-enabled applications, emergence of compelling content and commerce-enabling technologies, and easier, faster and cheaper Internet
access. Consequently, the Internet has become an important new global communications and commerce medinm. The Internet represents an

. opportunity for enterprises to interact in new and different ways with both existing and prospective customers, employees, suppliers and
. partners. Enterprises are responding to this opportunity by substantially increasing their use of Internet connectivity and services to enhance
internal voice and data networks.

In the United States, the Telecommunications Act of 1996 has had a significant impact on communications service providers by
establishing a statutory framework for opening the local service markets to competition and by allowing regional phone companies to provide
.in-region long distance services. In addition, prices for long distance minutes and other basic communications services have declined as a resuit
of increased competitive pressures, governmental deregulation, introduction of more efficient networks and advanced technologies, and product
substitution. Competition in these basic communications services segments has recently been based more on price and less on other
differentiating factors that appeal to the larger business market customers, including range of services offered, bundling of products, customer
service, and communications quality, reliability and availability.

Furthermore, the infroduction and growth of wircless carriers has put additional competitive pressure on traditional voice long distance
business services, particularly in the “dial 1™ long distance, card and operator services segmens.

Telecommunication service providers have experienced intense competitive pressures, resulting in an unprecedented number of
bankrupteies and financial restructurings throughout the industry. To the extent distressed companies snccessfully emerge, restructure, or are
acquired out of bankruptcy, they may have lower cost structures and network capacity will remain in the overall marketplace, which may result
in continued downward pressure on product pricing.

Applications and Services

We provide a comprehiensive array of data and voice communications services, which include voice, Internet access and data networking,
We have designed these commumnications services to meet the needs of all sizes of business customers, from small and medinm businesses to
-multi-location businesses, large enterprise, carrier and wholesale customets.

2
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Internet Access

We offer a comprehensive Internet product portfolio that provides customized solutions, ranging from Internet Protocol (“1P™) virtual
private networks (VPNs) to Dial-up Internet. We believe our optically-enabled IP backbone gives customers a scalable, reliable, secure
connection to the Internet, Our internet offerings include:

«  Dedicated Internet

Broadwing Dedicated Internet provides fixed capacity through a reliable, constant connection to the Internet via our all-optical
switched network.
« IPVPN

Broadwing’s IP VPN enables our customers o create their own network by renting a piece of our network. An IP VPN connects
customer offices and/or facilities enabling secure and reliable communication of data and voice in a cost effective manner.
» IP Videoconferencing

Broadwing IP Videoconferencing is a cost-effective way for businesses to conduct meetings face to face, without the added expense
of traveling personnel.

+ International Dedicated Internet

Through international wholesaling arrangements, under which Broadwing purchases capacity from international carriers, we offer
International Dedicated Internet which is a fast, reliable aud fully managed access service and is ideal for companies that want continuous
connection to the Intexnet for their international locations.

Private Data Networking

We provide dedicated transmission capacity on our networks to customers that desire high-bandwidth links between locations. In
addition, fiber optic technology that enables signals to be transmitted at different wavelengths on a single fiber allows us to lease one or more
dedicated wavelengths to customers that desire high-bandwidth links between locations. Qur data offerings include:

»  Frame Relay & Asynchronous Transfer Mode (ATM)

Broadwing Frame Relay and ATM services offer scalable, manageable and cost-effective network solutions for wide area networks
(WAN) and enterprise networking with multiple types of traffic (data, voice, video and imaging).
*  Private Line

Private Line is an end-to-end non -switched circuit, allowing our customers to create their own data network by renting a piece of
our network. Private Line connects customer offices and/or facilities enabling secure and reliable communication of data and voice in a
cost effective manner.
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*  MuliiConnect Private Line
The Broadwing MultiConnect Private Line product provides the performance, security and flexibility of a private line network with
flat-rate, distance- ingensitive pricing.
= International Frame Relay & Asynchronous Transfer Mode (ATM)
Broadwing International Frame Relay and ATM services provide cost-effective network solutmns that allow the exchange of
multiple types of traffic between domestic and international locations.
Long Distance Voice Services
Broadwing provides end-to-end voice solutions mcluding:

*  Switched and Dedicated Domestic Long Distance

Throughout the United States, Broadwing offers switched and dedicated long distance, meaning calls outside of the local calling
area. Switched services offer customers long distance service billed based on usage at 2 contracted price per minute, while dedicated
services provide customers a fixed amount of origination capacity.

+ International Calling

Through wholesaling arrangements under which Broadwing purchases capacity, we offer international calling services in over 200
countries, which are billed to our customers based on usage at a contracted price per minute.
*  Other

Our other products include switched and dedicated 8xx toll -free, audio conferencing and broadcast fax,

The Broadwing Network

We believe that Broadwing is the first and still only carrier to build and operate a nationwide, all-optical switched backbone network that
supports ultra-long distance optical transport. Portions of the all-optical network began carrying commercial traffic in late 2000 and the entire
nationwide all-optical network was completed and began commercial operation in the first quarter of 2001. Our entire network, including our
all-optical switched backbone, a nationwide facilities based network connecting 137 metropolitan cities.

With Broaﬂwing’s all-opﬁcal switched backbone, we are able to remotely provision circuits through the network without the need for
field intervention, thereby decreasing provisioning times and improving customer satisfaction. We believe our network infrastructure also
reduces operating expenditures, equipment requirements, and conversion -based latency associated with traditional networks.

As part of our core network we operate an OC48 Internet protocol (IP) backbone. Qur IP petwork is divided into eight core regions that
allow us to transport signals directly between regions. This technology significantly speeds actual data throughput by minimizing the number
of signal hops and allows us to carry high-quality voice, video and time-critical data over the Internet for our customers.
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